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KEY ECONOMIC INDICATORS 


All values in million U.S.$ Exchange rates as of September, 1974 
Unl oth tat U,S.$1,00 = $20,00 


s + #& # 


1972 1973 1974 % Change 
ve —_._—s,—s»A(Cum ative) _. 


INCOME AND PRODUCTION r 
GNP at Current Prices (Mill. U.S.$) 7,684» 
GNP at Constant (1962) Prices (Mil1.U.S.$) 6, 301, 
Per Capita GNP, Current Prices (U.S.$) 192° 
Production of major items (‘000 MT) 
Rice (paddy) (74/75) 12,294p 
Corn (shelled) (74/75) 1,300p 2,500 
Rubber 326 363° 
Tin Ore (6/74) 30 14 
Cement (5/74) 3,378 1,527 
Petroleum Products (Mill.Liters) (6/74) 6,603 3,456 
MONEY AND PRICES 
Money Supply (5/74) 1,194 1,521 
Public Debt Outstanding (3/74) 2,199 2,587 
External Debt Outstanding (3/74) 369 459 
External Debt Repayment & Interest 
as % of For. Exch. 
Earnings (3/74) 2.7% 2.7% 1.5% 
Interest Rates: 
Comm'l Bank Prime 10.5 10.5 11.5 
Comm'l Bank Average 10.5-14 10,5-14 11.5-15 
Indices: 4/ 
Consumer Price (1962 = 100)~ (7/74) 124.9 139.5 174.6 +24.9 
Wholesale Price (1968 = 100) (7/74) 111.2 136.6 179.0 +28.3 
CE OF PA AND TRADE 
Gold and For. Exch. Reserves>/ (7/74) 969 1,082 1,470 +24.9 
Balance of Payments (3/74) +191 +43 356 +206.9 
Balance of Trade (6/74) -403 -478 °157 +15.4 
Exports, FOB (6/74) 1,081 1,611 1,395 +78.4 
U.S. Share (5/74) 136 170 79 +17.9 
Imports, CIF (6/74) 1,484 2,089 1,552 +68 .9 
U.S. Share (5/74) 233 292 168 +50.0 


Main Imports eee the United States: (Mill. $)°: (5/74) Machinery, Mechanical 

Appliances & parts (14.4), Tobacco (17.4), Iron & Steel (7.2), Cotton (20.4), 

Vehicles (4.4), Electrical Machinery (3.1), Petroleum Products (5.7), Chemical 
Products (12.7). 

Footnotes: (r) revised (P) Preliminary figure (e) estimate for full 
1/ Data are converted at $20.0 = $1.00 except 1972 when $20.8 = $1 was used 

2/ To date shown, otherwise for CY 4/ For Bangkok -Thonburi 

3/ Change from same period in 1973 5/ Net Foreign Exchange posttion 


Sources: National Economic and Social Development Committee; Bank of Thailand; 
Business Economic Department; Customs Department; 
National Statistical Office. 





Summary 


Thailand's international trade has continued to boom in 
1974 but the domestic industrial sector has slowed appre- 
ciably over 1973. The agricultural sector is strong but 

a slowdown in the non-agricultural sector will hold over- 
all growth in the economy to about five percent. Inflation 
continues to be a serious problem with the rate of increase 
in the consumer price index running at about 26 percent 


above a year ago, although there has been a marked easing 
since June. 


Among countries which depend on imported oil, Thailand has 
been particularly fortunate in that earnings from its 
principal agricultural exports have been so favorable that 
the country has been able to pay a tripled oil bill and 
still record an increase in the balance of payments on 
foreign exchange reserves. These totalled about $1.5 
billion by the end of the first half of 1974, up a third 
from the end of 1973. 


Inflation has had serious destabilizing effects, particu- 
larly in construction and in stimulating sudden labor 
stoppages to demand wage increases. Nevertheless, the 
transition toward an elected constitutional government 
has proceeded without major difficulties. It is expected 
that the new constitution will be promulgated in early 
October and that elections for parliament will be held 

in February 1975 as currently scheduled. Until then 
political uncertainties will affect business decision- 
making. 





ole 


A “wait-and-see" attitude continues to mark the approach 

to new investment. Nevertheless, there continues to be 
grounds for optimism about the long range profitability of 
Thai business. Thailand should continue to be a good place 
to trade and opportunities for investment deserve careful 
study. Imports from the U.S. are continuing to expand. 
Government policy continues to encourage investments that 
fit into Thailand's development plans. Particular stress 
is placed on labor intensive activity such as electronic 
component manufacturing and also on food processing and 
packaging operations. The Thai market should remain attrac- 
tive to American exporters of such products as farm imple- 
ments, fertilizer, office machinery and scientific instru- 
ments. Imports from the U.S. are sharply above a year ago. 





Current Economic Situation and Trends 


General Economic Picture 


Thailand has so far weathered the difficult world economic 
climate well, thanks principally to high demand for its 
traditional exports. The general performance of the economy 
has been steady and generally firm, although with some weak 
spots. The Embassy's "Economic Trends Report" for March 
anticipated a growth rate of at least five percent in real 
terms for the year. It now appears that the growth rate 

in the gross domestic product will be only about five per- 
cent and will not reflect optimal levels of activity. 


The agricultural sector continues strong, buoyed by the 
high international demand for rice, corn and sugar in par- 
ticular. The drought in the northeast has ended with little 
or no effect on the rice crop in that region. The second 
rice crop planted in the major rice growing areas early in 
1974 will be larger than anticipated and total rice pro- 
duction will probably be at last year's level. Corn pro- 
duction should be above last year's 2.3 million metric 
tons. Sugar production continues upward in response to 
high international demand. Also reflecting international 
demand, kenaf production is down but tapioca is up. In 
summary, the agricultural sector, which accounts for about 
30 percent of GDP, will have a good year in 1974 with 
attendant boosts in subsequent non-agricultural domestic 
demand for goods and services. 


The non-agricultural sector is generally lagging behind 

the agricultural sector in real growth in output. Con- 
struction, which has accounted for a declining share of 

GDP in recent years, is a particularly weak sector. 

Because of spiraling costs, major construction projects have 
been stretched out or shelved. The manufacturing sector 
presents a mixed picture, with agricultural processing 

and construction materials manufacture reflecting the down- 
trends in their respective sectors. Textile production 

has experienced sharp contractions and there have been 
cutbacks in other fields as well. 





For the non-agricultural sector as a whole the growth in 
GDP will probably be about five percent for the year after 
allowing for price increases. For 1973 the real growth 
rate was 8.7 percent and the government's target seven 
percent. As a result, the growth rate will have fallen 
short of its target in two of the first three years of the 
current five-year plan (1972-1976), thus raising questions 
about the practicality of a seven percent growth target. 


Foreign Trade Booms 


This year has followed the pattern of 1973 with large in- 
creases in the value of both imports and exports, but 
with exports outpacing imports and the relative trade 
account deficit narrowing. On the import side, the in- 
crease has largely been in prices, with only a small in- 
crease in volume. By contrast, exports have increased in 
both volume and price. Shipments of agricultural commod- 
ities were so strong in the first quarter that Thailand 
recorded a balance of trade surplus for the first time in 
ten years. In the first four months of the year earnings 


from rice and sugar were higher than for any previous full 
year. 


While Thailand's traditional exports are in high demand, 
textile exports have declined sharply. A major Thai eco- 
nomic goal continues to be to increase manufactured ex- 
ports so as to lessen dependence on agricultural exports 
and generate off-farm employment. 


Statistics on trade by country, compiled through May, show 
the United States improving its trade balance with Thailand. 
The value of U.S. goods coming into Thailand were 2.1 times 
the value of Thai goods entering the U.S. In full-year 1972 
and 1973, the ratio was 1.7 to one. The 50 percent increase 
in exports from the U.S. to Thailand was generally across 
the board. Imports from Thailand were up 17.9 percent. 


The high demand and good prices for Thai exports have 
enabled the country to more than take care of the cost of 
petroleum imports, which tripled in the first half of 1974. 





The outlook for the rest of 1974 is good, but it will be 
difficult in 1975 to repeat the extraordinary improvement 
scored so far in 1974. World prices for primary products 
of the type that make up Thailand's principal exports have 
a volatile history and can decline suddenly. Rice prices 
have eased since their highs last spring, but are expected 
to remain strong. Rubber prices, which have come down from 
the record highs of January, could ease further unless 
there is a pickup in world demand for rubber for industrial 
and automotive uses. Sugar prices have continued upward 
and demand for tin remains strong. On the other hand, 

such significant Thai imports as petroleum and machinery 
do not have much potential for moving down in price. 
Nevertheless, no deterioration in Thailand's terms of 

trade is currently anticipated, but such a turn is always 
possible, given the composition of imports and exports. 


Foreign Exchange Reserves at Record High 


The previous Economic Trends Report forecast that Thailand 
would be able to cope with the increased oil import costs 
but that there would be a small balance of payments deficit 
and a decline in foreign exchange reserves. The estimates 
given for Thai exports have proven to be too conservative; 
they have not only offset the increased import costs but 
have also contributed to a substantial balance of payments 
surplus. In June net foreign exchange reserves set an all 
time high. After a slight decline in July, they currently 
stand at $1,470 million, 25 percent above the figure for 
the year earlier. Imports have risen faster than reserves 
which currently are equal to about five and one-half months 
of imports. This is a reasonable margin for a raw materials 
producing country. 


Inflation Intensifies in Early 1974 But Slows 
at Mid-Year 


Since the end of 1972, consumer prices in Bangkok have in- 
creased by 37 percent, with 26 percent in the past year 
alone. Wholesale prices are up some 30 percent over the 
level of a year ago. Much of the inflation in the early 
part of 1974 was induced by the higher costs of imported 





oil. The oil companies and some economists believe that 
petroleum product prices should have been allowed to in- 
crease even more to fully reflect higher crude costs. 


In the past few months there has been an easing of the 
inflation, with the consumer price index declining slightly 
in both June and July. Lower food prices were responsible 
for the decline in the index during these two months. Un- 
fortunately, the index went up 1.1 percent again in August. 


Worker Dissatisfaction and Strikes Continue 


The relative labor peace that prevailed during the early 
months of 1974 gradually ended by the late spring as the 
sharp price increases eroded worker incomes. One economist 
in writing about one hotel strike that broke out in Bangkok 
in the late summer, estimated that hotel employee incomes, 
in real terms, were probably down to the 1972 level. 


In response to increased worker agitation in the form of 
strikes, the Government granted a number of concessions to 
the workers in the course of the summer. In addition to 
raising the minimum wage to 20 baht in the metropolitan 
region, and to 16-18 baht in the other provinces, it also 
took other actions that will speed the process for settling 
labor disputes and also strengthen the emerging labor 
associations. To end a two week long strike in one of 
Bangkok's major tourist hotels, the Government reversed 
its previous hands-off policy, appointed an arbitration 
commission and gave both sides three days in which to 
comply with the verdict, which was strongly favorable to 
the labor side but less than the original demands. 


Although a continuation of sporadic strike action is likely 
as long as inflation and other dissatisfactions persist 
(non-compliance with minimum wage law and disagreeable 
working conditions), the outlook is nevertheless relatively 
favorable for the next six months. Government sympathy for 
the workers has been demonstrated and the latter are 
responsive to the Prime Minister's pleas for moderation; 
wages are being adjusted upward and a 25 baht minimum wage 
has been indicated for the new year; experience is being 





gained in the settlement of labor-management disputes at 
the same time that the machinery has been made more respon- 
sive; the end-of-the-year bonus season is not far off; 
there will be growing pre-occupation with the new consti- 
tution, with elections and with the installation of a new 
government. 


Transition to Constitutionally Elected Government 
Should be Completed in Early 1975 


The new Thai Constitution is expected to be passed by the 
Assembly and promulgated in early October. The Constitu- 
tion, as it has been written and re-written, first by the 
Constitution Drafting Committee and then by the National 
Legislative Assembly, is a politically conservative docu- 
ment, with no radical departures from past Thai constitu- 
tions but with a more liberal approach to economic and 
social issues. 


Elections for the new parliament are scheduled to be held 
on February 1, 1975. During the campaign the candidates 
will be airing the full range of issues and grievances 


that have emerged in the past year during the transition 

to democratic government. Until the political coloration 
of the next government is clear, political uncertainties 

will continue to cloud business decision-making. 


New Investment Slows 


The most often used description of business attitudes toward 
new investment has been "wait and see." Political uncertainty 
has been a factor but inflation, the tightness of credit and 
the slowdown in business are probably more important. Un- 
certainties about future costs make it difficult to forecast 
rates of return on investment. 


There has been no halt to investment by either the Thais 

or foreigners but new investment has slowed down. The most 
publicized recent investment decisions have been negative 
(for example, Northrop's withdrawal from the second inter- 
national airport, the request by Mitsui and Mitsubishi to 
postpone work on a major petrochemical complex, and a sharp 





decline in Thai and foreign applications for promotional 
privileges from the Board of Investment). Tight money has 
been a major factor for the local investor. Anti-infla- 
tionary measures and a large surplus in the national budget 
have been contributing factors to the scarcity of money and 
to the related high interest rates. The Government has 
sought alleviation by easing credit in August and by making 
the 1975 budget more expansionary. However, a time lag is 
unavoidable before the budgetary measures can make them- 
selves felt. 


Long-Term Outlook Remains Favorable 


The basic favorable situation of the Thai economy and the 
factors that have made it a good place to trade and invest 
in the past still apply. Thailand's economic performance 
over the past two decades is a creditable one when compared 
to other developing countries. The country is well-endowed 
with talented people and natural resources. With improved 
technology the agricultural sector has a potential for 
large increases and diversity in output. Agriculture is 
still the basic factor in Thai development, providing, as 
it does, the bulk of the foreign exchange to finance the 
importation of what is necessary to modernize the other 
sectors of the economy. 


The new government that will take office next year will face 
difficult economic decisions---development strategy, measures 
to bring about a more equitable distribution of income, 
expansionary versus counter-inflationary fiscal and monetary 
policies---but there is no evidence that there will be radi- 
cal changes in present basic policies which favor private 
enterprise and foreign investment. Given the more nation- 
alistic atmosphere of the post-October 1973 period, however, 
new investments will have to demonstrate that they are 
mutually beneficial and contribute to Thailand's overall 
development. 


Implications for the United States 


Implications for the U.S. businessman of the above described 
conditions will vary considerably according to whether he is 





contemplating an investment or is interested only in trade, 
whether or not he already has an investment stake in Thai- 
land, and especially whether he is interested in long-term 
trade or investment prospects or is looking only for immedi- 
ate opportunities. They will also of course vary according 
to the type of business or investment in which he is 2ngaged- 


Conditions for the near future, as indicated above, are in- 
deed uncertain. The Kingdom of Thailand is now going 
through a rather unsettled period in its long history, 
which period will hopefully be of relatively short duration. 
Engaged as it is in an attempt to write a new constitution 
and hold the first elections since 1969, with the results 
still unclear, while at the same time coping with the 
effects of world-wide inflation, experiencing labor unrest 
for almost the first time, and sluggishness in many indus- 
trial sectors of the economy, the country's present 
business climate is manifestly not the best for making 
important decisions on investment or expanded sales cam- 
paigns. Moreover, foreign businessmen in some fields of 
activity are still concerned and puzzled about how much 
nationalistic intent was behind the somewhat restrictive 
alien business and occupation laws which were promulgated 
in late 1972. Also, while there has not been an increase 
in bureaucratic red tape, neither has there been any sig- 
nificant improvement during the period of the current 
interim government. It is thus not surprising that there 
has been a recent drop in foreign direct investment. 


There are, however, grounds for considerable optimism about 
the country's long-range prosperity and stability. For 

one thing, Thailand's history as a nation, unlike that of 
Many other countries in this region, has been distinguished 
by long continuity, even though forms of government may 
have changed from time to time, and especially by national 
pride in its history of independence. There is no reason 
to believe that conditions which have led to this will 

soon change. The population is very homogeneous, with al- 
most no built-in ethnic or religious schisms which might 
lead to instability. On the contrary, there are many 
common allegiances. 





Furthermore, the country is richly endowed with national 
resources, its industry had been expanding until a year 

or so ago, and will expand again; labor costs, while grad- 
ually rising, still lag behind those of most other neigh- 
boring countries. The country's growing population, al- 
though creating some obvious social problems, nevertheless 
offers an ever-larger market for a variety of imported 
goods and commodities. Foreign exchange reserves are 
respectably large, and growing. All these augur well for 
long-run prosperity. 


Although increasingly selective, and at times somewhat un- 
coordinated in its efforts to attract it, the government's 
policy remains one of firmly favoring foreign investment, 
and its investment promotion law contains provisions for 
many attractive incentives and guarantees for private 
companies whose product lines coincide with the needs of 
the country. Currently, particular efforts are being made 
to promote investment in the electronics and mining sec- 
tors, while any export-oriented investment is in principle 
looked on with favor. The agri-business industry is grow- 
ing, bringing new investment as well as trade opportunities 
in the field of food processing and packaging. As the 
immediate future becomes a little more clear, a continued 
rise in foreign investment is anticipated. 


On the import side, in addition to the above-mentioned 
agri-business sector, which also includes such products as 
farm implements, fertilizers and seeds, prospects seem 
particularly good for scientific instruments and controls, 
electronic devices and office machinery. Considerable 
buyer interest was shown in a recent catalog show featuring 
U.S. printing and graphic arts equipment. Local pollution 
is becoming more and more a sensitive issue, and manufactur- 
ers of anti-pollutant devices should look at Thailand as 

a potential market. Studies are proceeding on airport 
expansion, with a variety of prospective export opportunit- 
ies for American suppliers. As a result of a slowing in 
the growth of tourism and growing construction costs, a 
planned major increase in new hotels has been temporarily 
stalled, but opportunities remain for the future. Likewise, 
because of a slow-down in the industry, the market for 





textile machinery is rather depressed, but should eventually 
resume expansion. Local distributors and manufacturers of 
such varied products as pharmaceuticals, adhesives, abrasives, 
photographic equipment, and petrochemicals report recent 

sales volume ranging from respectable to excellent. 


Thus, while still somewhat gray in spots, the trade and in- 
vestment picture is encouraging, and the long-run prospects 
seem particularly good. Major financial commitments should 
obviously not be made without careful study, but the pros- 
pective opportunities would seem to make such studies well 
worth while. 
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